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the borrower files a complaint to deter-
mine the dischargeability of the HEAL
loan. The Secretary’s insurance covers
100 percent of the lender’s or holder’s
losses on both unpaid principal and in-
terest, except to the extent that a bor-
rower may have a defense on the loan
other than infancy.

(2) HEAL insurance, however, is not
unconditional. The Secretary issues
HEAL insurance on the implied rep-
resentations of the lender that all the
requirements for the initial insur-
ability of the loan have been met.
HEAL insurance is further conditioned
upon compliance by the holder of the
loan with the HEAL statute and regu-
lations, the lender’s or holder’s insur-
ance contract, and its own loan man-
agement procedures set forth in writ-
ing pursuant to §60.31(c). The contract
may contain a limit on the duration of
the contract and the number or
amount of HEAL loans a lender may
make or hold. Each HEAL lender has
either a standard insurance contract or
a comprehensive insurance contract
with the Secretary, as described below.

(b) Standard insurance contract. A
lender with a standard insurance con-
tract must submit to the Secretary a
borrower’s loan application for HEAL
insurance on each loan that the lender
determines to be eligible. The Sec-
retary notifies the lender whether the
loan is or is not insurable, the amount
of the insurance, and the expiration
date of the insurance commitment. A
loan which has been disbursed under a
standard contract of insurance prior to
the Secretary’s approval of the applica-
tion is considered not to have been in-
sured.

(c)(1) Comprehensive insurance con-
tract. A lender with a comprehensive
insurance contract may disburse a loan
without submitting an individual bor-
rower’s loan application to the Sec-
retary for approval. All eligible loans
made by a lender with this type of con-
tract are insured immediately upon
disbursement.

(2) The Secretary will revoke the
comprehensive contract of any lender
who utilizes procedures which are in-
consistent with the HEAL statute and
regulations, the lender’s insurance con-
tract, or its own loan management pro-
cedures set forth in writing pursuant
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to §60.31(c), and require that such lend-
ers disburse HEAL loans only under a
standard contract. When the Secretary
determines that the lender is in com-
pliance with the HEAL statute and reg-
ulations and its own loan management
procedures set forth in writing pursu-
ant to §60.31(c), the lender may reapply
for a comprehensive contract.

(3) In providing comprehensive con-
tracts, the Secretary shall give pri-
ority to eligible lenders that:

(i) Make loans to students at interest
rates below the rates prevailing during
the period involved; or

(ii) Make loans under terms that are
otherwise favorable to the student rel-
ative to the terms under which eligible
lenders are generally making loans
during the period involved.

(Approved by the Office of Management and
Budget under control number 0915-0108)

[48 FR 38988, Aug. 26, 1983, as amended at 52
FR 747, Jan. 8, 1987; 56 FR 42701, Aug. 29, 1991;
57 FR 28796, June 29, 1992]

§60.33 Making a HEAL loan.

The loan-making process includes the
processing of necessary forms, the ap-
proval of a borrower for a loan, deter-
mination of a borrower’s creditworthi-
ness, the determination of the loan
amount (not to exceed the amount ap-
proved by the school), the explanation
to a borrower of his or her responsibil-
ities under the loan, the execution of
the promissory note, and the disburse-
ment of the loan proceeds. A lender
may rely in good faith upon statements
of an applicant and the HEAL school
contained in the loan application pa-
pers, except where those statements
are in conflict with information ob-
tained from the report on the appli-
cant’s credit history, or other informa-
tion available to the lender. Except
where the statements are in conflict
with information obtained from the ap-
plicant’s credit history or other infor-
mation available to the lender, a lend-
er making loans to nonstudent bor-
rowers may rely in good faith upon
statements by the borrower and au-
thorizing officials of internship, resi-
dency, or other programs for which a
borrower may receive a deferment.

(a) Processing of forms. Before making
a HEAL loan, a lender must determine
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§60.33

that all required forms have been com-
pleted by the borrower, the HEAL
school, the lender, and the authorized
official for an internship, a residency,
or other deferment activity.

(b) Approval of borrower. A lender may
make a HEAL loan only to an eligible
student or nonstudent borrower.

(c) Lender determination of the bor-
rower’s creditworthiness. The lender may
make HEAL loans only to an applicant
that the lender has determined to be
creditworthy. This determination must
be made at least once for each aca-
demic year during which the applicant
applies for a HEAL loan. An applicant
will be determined to be “creditworthy”
if he or she has a repayment history
that has been satisfactory on any loans
on which payments have become due.
The lender may not determine that an
applicant is creditworthy if the appli-
cant is currently in default on any loan
(commercial, consumer, or edu-
cational) until the delinquent account
is made current or satisfactory ar-
rangements are made between the af-
fected lender(s) and the HEAL appli-
cant. The lender must obtain docu-
mentation, such as a letter from the
authorized official(s) of the affected
lender(s) or a corrected credit report
indicating that the HEAL applicant
has taken satisfactory actions to bring
the account into good standing. It is
the responsibility of the HEAL loan ap-
plicant to assure that the lender re-
ceives each such documentation. No
loan may be made to an applicant who
is delinquent on any Federal debt until
the delinquent account is made current
or satisfactory arrangements are made
between the affected agency and the
HEAL applicant. The lender must re-
ceive a letter from the authorized Fed-
eral official of the affected Federal
agency stating that the borrower has
taken satisfactory actions to bring the
account into good standing. It is the
responsibility of the loan applicant to
assure that the lender has received
each such letter. The absence of any
previous credit, however, is not an in-
dication that the applicant is not cred-
itworthy and is not to be used as a rea-
son to deny the status of creditworthy
to an applicant. The lender must deter-
mine the creditworthiness of the appli-
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cant using, at a minimum, the fol-
lowing:

(1) A report of the applicant’s credit
history obtained from an appropriate
consumer credit reporting agency,
which must be used in making the de-
terminations required by paragraph (c)
of this section; and

(2) For student applicants only, the
certification made by the applicant’s
school under §60.51(e).

(d) Determination of loan amount. A
lender may not make a HEAL loan in
an amount that exceeds the permis-
sible annual and aggregate maximums
described in §60.10.

(e) Promissory note. (1) Each loan
must be evidenced by a promissory
note approved by the Secretary. A
lender must obtain the Secretary’s
prior approval of the note form before
it makes a HEAL loan evidenced by a
promissory note containing any devi-
ation from the provisions of the form
most currently approved by the Sec-
retary. The lender must give the bor-
rower a copy of each executed note.

(2) The lender must explain to the
borrower that the loan must be repaid
and that the loan proceeds may be ap-
plied toward educational expenses
only.

(f) Disbursement of HEAL loan. (1) A
lender must disburse HEAL loan pro-
ceeds:

(i) To a student borrower, by means
of a check or draft payable jointly to
the student borrower and the HEAL
school. Except where a lender is also a
school, a lender must mail the check or
draft to the school. A lender may not
disburse the loan proceeds earlier than
is reasonably necessary to meet the
cost of education for the period for
which the loan is made.

(ii) To a nonstudent borrower, by
means of a check or draft payable to
the borrower. However, when a pre-
vious loan is held by a different lender,
the current lender must make the
HEAL loan disbursement check or
draft payable jointly to the borrower
and the holder of the previous HEAL
loan for which interest is payable.

(2) Effective July 1, 1987, a lender
must disburse the HEAL loan proceeds
in two or more installments unless the
loan is intended to cover a period of no
more than one-half an academic year.
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The amount disbursed at one time
must correspond to the borrower’s edu-
cational expenses for the period for
which the disbursement is made, and
must be indicated by the school on the
borrower’s application. If the loan is
intended for more than one-half an aca-
demic year, the school must indicate
on the borrower’s application both the
approximate dates of disbursement and
the amount the borrower will need on
each such date. In no case may the
lender disburse the proceeds earlier
than is reasonably necessary to meet
the costs of education for the period for
which the disbursement or the loan is
made.

(g) If the lender determines that the
applicant is not creditworthy, pursuant
to paragraph (c) of this section, the
lender must not approve the HEAL
loan request. If the applicant is a stu-
dent, the lender must notify the appli-
cant and the applicant’s school named
on the application form of the denial of
a HEAL loan, stating the reason for the
denial.

(h) The lender must report a bor-
rower’s HEAL indebtedness to one or
more national credit bureaus within
120 days of the date the final disburse-
ment on the loan is made.

(Approved by the Office of Management and
Budget under control numbers 0915-0043,
0915-0108, and 0915-0144)

[48 FR 38988, Aug. 26, 1983, as amended at 51
FR 30645, Aug. 28, 1986; 52 FR 748, Jan. 8, 1987;
57 FR 28796, June 29, 1992; 58 FR 67349, Dec.
21, 1993]

§60.34 HEAL loan account servicing.

HEAL loan account servicing in-
volves the proper maintenance of
records, and the proper review and

management of accounts. Generally ac-
cepted account servicing standards en-
sure that collections are received and
accounted for, delinquent accounts are
identified promptly, and reports are
produced comparing actual results to
previously established objectives.

(a) Borrower inquiries. A lender or
holder must respond on a timely basis
to written inquiries and other commu-
nications from a borrower and any en-
dorser of a HEAL loan.

(b) Conversion of loan to repayment sta-
tus. (1) At least 30 and not more than 60
days before the commencement of the

§60.35

repayment period, the lender or holder
must contact the borrower in writing
to establish the terms of repayment.
Lenders or holders may not charge bor-
rowers for the additional interest or
other charges, penalties, or fees that
accrue when a lender or holder does not
contact the borrower within this time
period and a late conversion results.

(2) Terms of repayment are estab-
lished in a written schedule that is
made a part of, and subject to the
terms of, the borrower’s original HEAL
note.

(3) The lender or holder may not sur-
render the original promissory note to
the borrower until the loan is paid in
full. At that time, the lender or holder
must give the borrower the original
promissory note.

(c) Borrower contacts. The lender or
holder must notify each borrower by a
written contact, which has an address
correction request on the envelope, of
the balance owed for principal, inter-
est, insurance premiums, and any other
charges or fees owed to the lender, at
least every 6 months from the time the
loan is disbursed. The lender or holder
must use this notice to remind the bor-
rower of the option, without penalty,
to pay all or part of the principal and
accrued interest at any time.

(d) Skip-tracing. If, at any time, the
lender or holder is unable to locate a
borrower, the lender or holder must
initiate skip-tracing procedures as de-
scribed in §60.35(a)(2).

(Approved by the Office of Management and
Budget under control numbers 0915-0043 and
0915-0108)

[48 FR 38988, Aug. 26, 1983, as amended at 52
FR 748, Jan. 8, 1987; 57 FR 28796, June 29, 1992]

§60.35 HEAL loan collection.

A lender or holder must exercise due
diligence in the collection of a HEAL
loan with respect to both a borrower
and any endorser. In order to exercise
due diligence, a lender or holder must
implement the following procedures
when a borrower fails to honor his or
her payment obligations:

(a)(1) When a borrower is delinquent
in making a payment, the lender or
holder must remind the borrower with-
in 15 days of the date the payment was
due by means of a written contact. If
payments do not resume, the lender or
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